Retail Industry in China
The Chinese retail industry grew from 4.8 trillion RMB in 2002 to 12.5 trillion RMB in 2009. The Chinese retail industry has moved from a single neighborhood store model to a multi-business model. Total revenue of consumer goods rose in the first four months of 2010 with a growth rate of more than 18% per month. The general merchandise sector rebounded after the world economic crisis in the years 2007 and 2008. Sales from high-end products had the highest growth rate in the first tier cities. The revenue of regional general merchandise and consumption also enjoy high growth rate in the third tier cities. 5 .
The retail industries' large players in China for the year 2010 are GOME Electrical Appliances Holding, China Resources Enterprise, Suning Appliance Chain Store (Group), Brilliance Group, Wal-Mart Stores, Auchan China, Carrefour (China), Bright Food (Group), Dashang Group, and Belle International Holdings. With revenue of $10,084 million, GOME Electrical Appliances Holdings is the leading player of the industry 6 .
Structure and Board of Directors of GOME GOME corporate structure for the year 2010 is shown in Figure 1 . 
Chen's Actions on Removing Huang
In 2008, when Guangyu Huang was arrested, Xiao Chen became the president and deputy chairman of the board of directors. Chen became the president and the chairman of the board in 2009. When the information surrounding the arrest of Guangyu Huang was released, GOME's collaborated banks ordered all of the branch offices to conduct emergency credit checks on GOME and all of the companies that were related to Guangyu Huang. The amount of loans to GOME were reported to the bank headquarters for risk management. This situation created cash management difficulties for GOME. At one point in time, GOME experienced problems on current capital turnover. It was impossible for GOME to obtain any new loans. The board of directors suggested Huang's family raise the money from public channels.
In addition to Huangping Fund and KKR, Bain capital was the third candidate for GOME's financial needs. Different from the other two candidates, Bain's position on maintaining control status of Huang's family soon defeated its competitors and entered into substantive negotiation. Finally, Xiao Chen and Bain reached an agreement. On June 22, 2009, Bain purchased 1.59 billion RMB convertible bonds from GOME. The maturity date was in 2016. The convertible bond is an option embedded bond. After a pre-specified time before the maturity day, the bond holder may convert these bonds into the issuing company's common stocks at a pre-determined exchange ratio. The convertible bond issuing company can enjoy the benefits of fewer cash interest payment. However, the existing stockholder value will be diluted when the bonds are converted into new common stocks.
On July 7, 2009, Chen lunched an equity incentive program with 383 million shares, about 3% of common stock outstanding. The closing price was 1.9 Hong Kong dollars. The total market value of stocks was about 730 million Hong Kong dollars which was the historical high in Chinese appliance industries. The eleven top executives, including Chen, were granted 125.5 million shares. About 105 managerial staff received the rest of the shares. In the past, these colleagues of Guangyu Huang, whom he trusted, did not have any equity shares in GOME.
On May 11, 2010, the general meeting of GOME stockholders decided to issue 20% new equity shares for the investment plan. With these additional 20% new equity shares outstanding, Huang's share would be diluted from 42.47% to 27.06%, and the shares belong to Chen's allies would then increase to 33.75% if all of the shares were purchased by Chen's allies.
On August 5, 2010, GOME sued Guangyu Huang in Hong Kong for breach of trust and violation of fiduciary duty as a director of the Company relating to the repurchases of the Company's own shares during January © 2011 The Clute Institute and February 2008. On August 6, 2010, Chen held an emergency video conference where middle level managers were requested to declare their attitude about the upcoming battle. On August 12, the five-person team, consisting of four vice presidents and the chief financial officer, collectively presented a media conference showing their support on the decisions of the board of directors and stated they would leave GOME if Chen failed the battle.
On September 16, 2010, Bain capital converted all the bonds into 16.31 million shares at the price of 1.10 RMB per share. Bain capital became the second largest shareholder of GOME with 9.8% of the total shares outstanding. And Bain stood on Chen's side. Combining 9.8% equity shares of Bain with 1.47% equity shares by Chen and 5% equity shares by Chen's management team, Chen controlled 16.27% of equity shares of GOME.
Financial performance information under Chen Xiao's leadership is shown in Figures 2 to 5 and Table 1 . Revenue, net income, and earnings per share for the year 2010 are 24.837 billion RMB, 9.62 million RMB, and 0.064 RMB, respectively. The revenue growth rate was 21.55% and the net income growth rate was 65.9% for the year 2010. After being arrested, Huang gradually lost his GOME power. When Chen issued 20% new equity shares and selected three Bain's investors to be non-executive directors, Huang realized that the battle for GOME's power had started. As the founder and the biggest shareholder of GOME, Huang still has strong influences on GOME. Huang had three important assets:
Huang's Retaliation

327 non-listed stores
Three hundred twenty-seven non-listed stores are located in large cities, such as Beijing, Shanghai, Ningbo and Hangzhou. In the first half of 2010, the total revenue was 205 million RMBs. The representative for Huang indicated that these 327 non-listed stores will become part of GOME at the end of 2011 if Huang can obtain the majority support in the shareholders meeting. If Huang does not receive the majority support, this plan may be terminated. Huang also has the property right of a valuable asset the logo of GOME.
34% of GOME shares
Mr. and Mrs. Huang own 33.98% of GOME equity shares. Huang is still the biggest GOME shareholder.
Public opinion and sympathy
Huang sent an open letter to all of the employees of GOME. This letter intended to gain understanding and support from the employees. Huang alleged that Chen attempted to overturn his power in GOME for personal interest and Chen's company operation strategies impaired GOME's long-term development. Huang accused Chen's collaboration with an American private equity firm a "conspiracy" and warned that Chen will transform GOME, one of most successful Chinese-owned brands, into a profit-making tool under foreign capital control. 8 Some Chinese people also blamed Chen's behavior on a lack of basic business rules, common sense, and traditional views of China. In Chinese traditional society, when two good friends work together they should have -YiChi‖ to each other. -YiChi‖ means good friends are more important than blood brothers and good friends should be loyal to each other forever.
Specifically, the first half of the year, Huang believed that GOME did not have a good performance under Chen's leadership. He said that compared to their competitors, GOME lost competitive advantages, not only in market share but also overall strategy; and the operational efficiency also decreased (Table 2) . Therefore, this special shareholder meeting is called by Huang. Following is the meeting agenda proposed by Huang which will be voted on September 28.
1.
Revoke company's general mandate which was passed during this year‗s company annual meeting.
2.
Remove Xiao Chen as executive director and chairman of the Board. 3.
Remove Yi Ding Sun from his duties as executive director of the Company, while maintaining his operational role as a vice president of the Company. 4.
Nominate Xiao Chun Zou as executive director of the Company. 5.
Nominate Yan Hong Huang as executive director of the Company. Other Shareholders of GOME Stockholders, managers and employees of GOME and suppliers, distributors and institutional investor are the stack holders of this event. One institutional investor said they were not interested in this meeting, but only the return of investment. One day before GOME sued Huang, GOME'S stock price decreased by 2.15%. GOME's stock trading was suspended on August 5. On August 6, GOME's opening stock price was lower than the previous trading day's price by 12.02%. The trading volume increased to 1,451,000,000 Hong Kong dollars, which is 10 times more than the August 4 trading volume. GOME's stock price continued to plummet and trading volume continued to increase. GOME stock prices on August 4 and 6 and from May to September are shown in Figures 6, 7 , and 8 respectively.
In this period of conflict, many small investors reduced their shareholding of GOME. Different from the small investors, some of the institutional investors increased their share holdings several times. On August 3, Morgan Chase increased their shares by 9.01% at the price of 2.78 HK dollars. On August 6, Fidelity Fund cashed out 434,000,000 HK dollars with 179,200,000 share sales. This reduced the Fidelity Fund shareholding ratio of GOME from 5.57% to 4.37%. Morgan Stanley, however, bought 81,000 shares and its shareholding ratio increased from 6.54% to 6.6% 10 . About 180 institutional investors possess 44.84% of GOME's total shares and the largest 50 institutional shareholders own more than 41% of the shares. Figure 9 shows the main shareholders of GOME. The main institutional investors, J.P. Morgan Chase & Co., Morgan Stanley and Fidelity Fund hold 5.49%, 4.95%, and 4.37% of the shares, respectively.
11
Based on the information of GOME and Bain capital, the largest 20 institutional investors are not satisfied with Huang's behavior and prefer the current GOME management team; but from the information of Huang, not all the institutional shareholders support Chen.
Until September 22, 2010, several shareholders declared their attitudes. Huang's friends, Jianming Zheng and Xuecun Ouyang, who have 2% and 0.6% shares, respectively, said they will support Huang. On the other hand, Bain capital, Yongle, F&C, with 9.98%, 5%, and 0.05% share holdings, respectively, declared their support for Chen.
12 Table 3 shows the attitudes of all the shareholders of GOME.
According to Hong Kong regulation, one single or several shareholders with shares of over 10% can call the meeting of shareholders. Huang owns 33.98% of shares and is eligible to call the shareholder meeting. 
